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1. The present military situation in North China and Manchuria is so eriticzal that 25X1X
by the end of winter the Central Govarnmant hold in Manchuria will be lost and
North Chins will become untenabla,

2. 1% is the cpinion of source that the Central Government should withdraw its
forces south of the Yellow River anc make a staad there,

If North China is lost, Peiping and Tientsin will bs declared opsn cities and
will therefora bs subject to psaceful occupation. [ Note: This poseibly 25X1A
hat some application in the case of Peiping because of its cultural history.)

4. General FU Tso-yl's military ability is slight. He is simply a good bargainer,
fellowing the line of least resistance. He is essentially a YEN Hai-shan man,
fapous for the ease with which he has alwaye managed to shift his position. Ho
one, thersiore, can trust him.

5. FU has had three theorctically possible courses of actlon: (1) to sesk an agres-
ment with the Chinese Communists; (2} toparticipate in a North China separatist
movement; (3) to bargain with the Nanking Govornment for the best position if he
should be defeated,

6. The Chinese Communists will never attempt te make use of FU, since thay caunot
trust him, even if FU seeks to coopsrats with them in case the Central Governsent.
forsakes him.

7. HNo sepsratist movemsnt in North Chinu is possible, as such a movemeat woulid
nacessitate the agreement of the Chiness Communists, whoss policy is to abeorb
all amall parties. '
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8. In the lignt of these last twe statements, FU was limited to the third course of

: actlon. He has mede 2 bargain with the Nsnking Covernment by which he will make
a show of defending North China and, 'in return, CHIANG Ksi shek will allow him
to rebala Lls raak aud tlis conbrol of Lo winy &ftur Le o forced cui of Huilh
China. .

- o
PO L e e, ey

.9+ The economic position of the people of North Shintq is so critical that they ‘can-’
not survive much longer without a relaxation of the civil war. .FY Tso-yi has
already mat out feelers to enlist the coupevatijoabf the:Chinese Comsmnists. = -
Sincs thzy de not trust him, howavar, they will dgstroy hip pewer ab. the first
oppertunity. T .
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